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THE TAXATION OF CORPORATIONS. I. 

IN a previous essay 1 we have seen the inadequacy and prac- 
tical failure of the general property tax. In all ages and in 
all countries it has been found almost impossible to reach in- 
tangible personalty. What has always been a difficult task has 
become immensely complicated to-day through the growth of 
the modern corporation. At present the greater portion of 
personalty in the hands of individuals consists of intangible 
property, of evidences of ownership in associations, of corporate 
securities. The first reform of our direct taxation is conceded 
by all to lie in this direction. Governments are everywhere con- 
fronted by the question how to reach the taxable capacity of 
the holders of these securities, or of the associations themselves. 
Whom shall we tax and how shall we tax them in order to attain 
a substantial justice ? Perhaps no question in the whole domain 
of financial science has been answered in a more unsatisfactory 
or confused way. We have in the United States a chaos of 
practice — a complete absence of principle. And not only this, 
but there has thus far been absolutely no comprehensive at- 
tempt made, from the standpoint of theory, to evolve order out 
of the chaos in which the whole subject is plunged. 2 

The first requisite in any scientific investigation of this kind 
is to have the facts. The facts of corporate taxation in the 
United States have never been presented in their entirety. 
And yet, without a knowledge of the existing conditions, any 
propositions of reform would be utterly valueless. Given the 
laws, it is necessary next to consider the interpretation put upon 
them by the courts. But even then we have only the legal, 
not the economic view. Unfortunately, good law is not always 

1 Political Science Quarterly, V, i (March, 1890). 

2 The only book on this subject is Dietzel, Die Besteuerung der Aktiengesell- 
schaften in Verbindung mit der Gemeinde-Besteuerung, 1859. But this has no 
application at all to American conditions; the distinctions it seeks to make are 
valueless, and the whole book is immature and antiquated. 
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sound economics. It will be advisable therefore to subject the 
legal principles involved to an analysis from the economic point 
of view. Only after such a comprehensive examination, in the 
course of which a comparison should be made with the facts of 
European taxation, will it be possible to reach any conclusions 
that may lay claim to scientific precision. Only such conclu- 
sions, arrived at through such a method, should be made the 
basis for practical reforms. 

This then is the programme of the present series of articles 
on the taxation of corporations. The great importance of 
having all the facts accurately stated leads me, even at the 
risk of tediousness, to devote the first essay to an examina- 
tion of the history and actual condition of the tax, reserving 
the theory and criticism for future consideration. 

I. Early Taxation of Corporations. 

During the first two decades of this century, banks and insur- 
ance companies formed the chief examples of corporations, apart 
from the numerous turnpike roads and toll bridges. During the 
twenties and thirties the development of transportation facilities 
led to the creation of many canal and railway companies. And 
it was not long before the other forms of commercial and indus- 
trial enterprise followed in the same path. 1 The early tax laws 

1 The following list contains a statement of all private corporations chartered by 
New York state and existing at the close of each decade to 1 830 : 

1800. 1810. 1820. 1830. 

Banks 5 11 33 64 

Insurance cos 3 11 31 73 

Aqueduct or waterworks cos 2 18 25 37 

Coal cos o o 4 6 

Lombard and loan cos o o o 5 

Manufacturing and mining cos 2 28 61 108 

Steamboat cos o o 7 22 

Railroad cos o o o 13 

Canal cos o 3 6 30 

Bridges 1 33 61 97 

Toll bridges and turnpike cos. . o 7 21 23 

Turnpike roads 9 119 246 298 

The details can be found in N. Y. Revised Statutes, 1st edition, vol. iii, app. 
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made no mention of corporations at all. But as the system in 
vogue throughout all the commonwealths was the general prop- 
erty tax, it was tacitly assumed that the property of artificial 
as well as of natural persons was equally liable. Corporations 
were a new institution. In the mind of the legislator, the readi- 
est way to dispose of them was simply to thrust them into the 
existing methods of taxation, whether they naturally belonged 
there or not. Our Solons had neither the leisure nor the incli- 
nation to study the matter further. 

The first commonwealth law which treats of the taxation of 
corporations in general is the New York law of 1823. 1 This 
provided that "all incorporated companies receiving a regular 
income from the employment of their capital" should be con- 
sidered " persons " liable to the general property tax. They 
were required to make returns to the county officers of all their 
property and capital stock. The corporations paid the tax and 
deducted it from the dividends of stockholders. But they 
might commute by paying to the treasurer of the county where 
the corporations transacted business, ten per cent on their 
"dividends, profits or income," which the legislator evidently 
presumed to be identical. The taxes were paid by the county 
officers to the state, and were then credited to the counties in 
proportion to the amount of stock held within each county, after 
deducting the state tax. 

In 1825 and again in 1828 the system was slightly changed 
so as to conform more closely to the general property tax. The 
law 2 was made applicable to " all monied and stock corporations 
deriving an income or profit from their capital or otherwise." 
The real estate of these corporations was separately taxed. 
In addition they paid the property tax on their capital stock 
paid in or secured to be paid in, deducting the amount paid for 
real estate and the stock belonging to the state and to literary 
and charitable institutions. Manufacturing and turnpike com- 
panies paid on the cash value, not the amount, of the capital 
stock. Turnpike, bridge and canal companies, whose " net in- 

1 Laws of 1823, p. 390, §§ 14 and 15, act of April 23. 

2 Revised Statutes (1828) I, 414. For the law of 1825, see act of April 20, § 7. 
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come " did not exceed five per cent of the capital stock paid in, 
were exempted ; while manufacturing and marine insurance com- 
panies under the same conditions might commute by paying 
five per cent of their net income. It will be seen that by this 
law corporations were divided into different classes, and that 
the system pursued was the general property tax, with the ex- 
ceptions that if a corporation had no profits it paid no tax on its 
stock, and that certain classes could in certain cases commute 
by paying an income tax to the local officials. 

This remained the tax system, except for banks and foreign 
insurance companies, until 1853. In that year 1 the total exemp- 
tion of non-profit-paying corporations was abolished and all com- 
panies were taxed on the same principle, i.e. on their real estate 
and on the amount of the paid-up capital stock in excess of ten 
per cent of the capital, with the same deductions as above. All 
corporations, moreover, whose profits did not equal five per cent 
on the capital stock might commute by paying five per cent 
on "net annual profits or clear income." It seems that very 
few of the corporations ever availed themselves of this doubtful 
privilege. In 1857, therefore, the law was again changed. The 
principle of commutation was abandoned ; and since there was 
no distinction between profitable and unprofitable companies, so 
far as personal property was concerned, all corporations were 
now taxed on their realty and on the actual value (not the 
amount) of their capital stock plus the surplus profits or re- 
serve in excess of ten per cent of the capital. In addition to 
the previous deductions a further abatement was made for 
the capital invested in taxable shares of other companies. The 
remainder was then taxed in the same manner as the other per- 
sonalty and realty of the county. 2 This remained the law of 
New York, with the exception of some special provisions as 
to banks and insurance companies, until the recent changes in 
the taxation of corporations. These however affect only taxa- 
tion for state purposes, leaving the local taxation still governed 
by the provisions of the law of 1857. 

It appears, then, that the New York system was a taxa- 

1 Laws of 1853, chap. 654. 2 Laws of 1857, chap. 456, vol. ii, p. I. 
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tion of the real and personal property of corporations by the 
local assessors, and that the personal property was virtually 
denned as the capital stock not invested in real estate. In 
the other commonwealths where corporations were taxed at all, 
they were simply included in the general property tax ; and 
most of the laws lacked even such provisions as those of the 
New York statute in reference to the capital stock. A typical 
enactment of this kind is the Connecticut law of 1826, which 
simply provided that the personal property of a corporation 
should be taxed in the place where its principal business was 
transacted. 1 In Massachusetts, where the first general law 
was passed in 1832, only the real estate and machinery of cor- 
porations were taxed. In lieu of the tax on personalty there 
was substituted the property tax on the corporate shares in the 
hands of individuals, a proportionate amount being deducted 
from each for the part of the capital stock invested in machin- 
ery and real estate. 2 But this was still in theory the general 
property tax. In the other commonwealths, when the corpora- 
tion was taxed, the shares in the hands of individuals were 
usually exempt. The only state which from the very outset 
broke with the principle of the general property tax was Penn- 
sylvania. Her method we shall learn a little further on. 

With this one exception, then, the early principle of corporate 
taxation was the assessment of all real and personal property 
by the local officials. Corporations, in other words, were taxed 
by the same method as individuals. This primitive system has 
been retained up to the present day by many commonwealths 
for almost all classes of corporations. In eight states, indeed, 
the constitutions require that corporate property should be taxed 
in the same manner as that of individuals. 8 The practical de- 
fects of such a system, however, have led to numerous changes 
in many of the progressive states, and the tendency is every- 
where away from the original plan. 

In my previous essay I showed that the shortcomings of the 

1 Conn. Revised Statutes (1848), sec. 33. 2 Mass. Laws of 1832, 158, § 2. 

3 Articles and sections of the constitutions are as follows : Ala. xi, 6; Col. x, 10 ; 
Fla. xvi, 24; Io. viii, 2; Miss, xii, 13; Nev. viii, 2; Ohio xiii, 4; S. C. xii, 2. 
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property tax were five in number: inequality of assessment, 
failure to reach personalty, incentive to dishonesty, regressivity 
and double taxation. With one exception, these objections are 
as applicable to the taxation of corporations as to that of in- 
dividuals. To discuss them in detail would simply involve a 
repetition of what has already been said. The one exception 
consists in that phase of double taxation connected with the 
non-exemption of mortgages. In the case of individuals it was 
pointed out that to tax both the property and the amount of 
the mortgage debt was theoretically unsound, because the in- 
dividual's true taxable property consists in his surplus above 
indebtedness. But in the case of corporations there is a dif- 
ference. The capital stock of corporations represents, in many 
cases, only a portion of the property. The remainder is repre- 
sented by the bonded indebtedness. And in this country, at 
least, it is well known that railroads are built mainly on the pro- 
ceeds of the mortgage bonds. To exempt the mortgage debt 
in the case of corporations would hence be inequitable, even 
from the standpoint of the property tax. In taxing both capital 
stock and mortgage debt the state is therefore really reaching 
the true faculty of the corporation. In the case of individuals, 
indebtedness diminishes the capacity to pay taxes ; in the case 
of corporations, indebtedness often increases that capacity, 
because it is simply another form of increasing the value and 
productiveness of the property. And it is this correct feeling 
that has led to the recent official demand in New York and 
elsewhere for the taxation of corporate loans — a demand that 
will be fully discussed later on. 

With this one exception, then, the defects of the general 
property tax are equally true in the case of corporations and of 
individuals, if we understand by general property tax the sepa- 
rate taxation of each particular piece of realty and personalty. 
And there is the less need to discuss its practical defects 
because the whole tendency of modern American practice is 
away from this primitive system. All the facts to be recounted 
here set the stamp of disapproval upon the original plan. In 
the words of a celebrated report on taxation, this method of 
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assessing corporations locally on their general property, is "as a 
system, open to almost every conceivable objection." x 



II. Development of the Corporation Tax. 

As a result of these practical defects many commonwealths 
have abandoned altogether, or in part, the taxation of corporate 
property by local officials. The movement away from the origi- 
nal position has taken a threefold direction : 1. The property 
of transportation companies, especially railroads, has been 
assessed separately by a special board and according to well- 
defined rules ; 2. Certain classes of corporations, beginning 
with banks and insurance companies, but gradually including 
transportation companies and in a few cases other corporations, 
have been taxed, not on their property, but on certain elements 
supposed to represent roughly their taxable capacity; 3. All 
corporations in general have been taxed by a uniform rule, 
according to principles varying more or less in the different 
commonwealths. 

The first tendency is seen in the case of railroads. Only 
nine commonwealths 2 still retain the primitive methods of the 
property tax. In these nine, the regular local assessors still 
include the railroad property in the county assessment. 3 This 
practice is confined, with the exception of a single state, to 
the extreme South and the far West. Twenty-two common- 

1 Taxation of Railroads and Railroad Securities. By C. F. Adams, Jr., W. B. 
Williams and J. H. Oberly. A committee appointed at a convention of state railroad 
commissioners, etc. (1880.) p. 8. 

2 The word commonwealth is here used to include the territories as well as the 
states proper. As the first session-laws of North and South Dakota were not yet 
printed at the time of completing the article, I have used the territorial laws of 
Dakota, thus making in all forty-six commonwealths. For the statistics of receipts 
from railroads and other corporations, see my monograph on Finance Statistics of 
the American Commonwealths, published by the American Statistical Association. 
Disconnected parts of this subdivision of the present essay have already been printed 
in the monograph. But they have been considerably altered, expanded and brought 
down to the close of 1889. 

8 La. Laws of 1886, no. 98, § 30; Mont. Laws of 1889, p. 221 ; Nev. Gen. Stat. 
§§ 1195-1199; N. M. Comp. Laws, § 2815 ; Ore. (Hill's) Annot. Laws, §§ 2744-2747; 
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wealths 1 have broken away from the original custom so far as 
to have the railroad property assessed for state purposes not 
by local officials but by a special board. 2 The tax, it is true, 
is imposed at the usual rate of the general property tax ; but 
some of the difficulties of local assessments of property have 
been obviated. In a few of these cases, like California, Colo- 
rado and Missouri, the state boards assess the greater part of 
the property, like road-bed, rolling stock, etc., but leave the 
remainder to be appraised by the local assessors. In most 
instances special rules are provided for the assessment of the 
track and rolling stock of roads that lie partly without the 
state, generally in the proportion which the state mileage bears 
to the whole mileage. 

This first reform of railroad taxation has not been completely 
satisfactory, for reasons to be discussed later. The remaining 
fifteen commonwealths have therefore abandoned property as 
the basis of taxation, without reference to the manner of assess- 
ment. The methods adopted by them are comprised in the sec- 
ond of the three tendencies. 

This second movement away from the property tax has con- 
sisted in subjecting special classes of corporations to special 
taxes on other elements than the general property. It will be 
well to discuss these classes in order. 

R. I. Pub. Stat. chap. 27, sec. I ; Tenn. Code, § 617; Tex. Rev. Stat. § 4678; Utah 
Comp. Laws, § 2015. 

1 Ala. Code, §§494-503; Ariz. Rev. Stat. § 2649; Ark - Digest, §§5648-5653; 
Cal. Code, §§ 3627-3628, 3664-3666; Col. Gen. Stat. § 2847and Acts of 1889, p. 317; 
Fla. Laws of 1887, c. 1, sec. 45; Ga. Code, Art. 4, § 826; Id. Rev. Stat. § 1463; 111. 
Rev. Stat. (1889) c. 120, §§ 40-52, 109; Ind. Rev. Stat. §§ 6360-6372; Io. Rev. Stat 
§§ 2016-2018; Kan. Comp. Laws, c. 107, art. 7; Ky. Gen. Stat. c. 92, art. 3; Mo. Rev. 
Stat. §§ 6865-6873; Neb. Comp. Stat. c. 77, §§ 39-40; N. H. Gen. Laws, c. 62, sec. 2; 
N. C. Machinery Act of Mar. 11, 1889, §§ 46-56; O. Rev. Stat. §§ 2770-2776; S. C. 
Gen. Stat. §§ 176-186; Va. Code, c. 51; W. Va. Code, c. 32, § 67; Wy. Rev. Stat. 
§ 3^39- In North Carolina if the road is not taxed on its property, it pays a tax 
on gross receipts. Revenue Act of Mar. 1 1, 1889, § 37. 

3 This is known as the board of railroad commissioners in Arkansas, board of 
railroad assessors in Kansas, board of assessment for railroads in Alabama, board 
of appraisers and assessors in North Carolina, board of public works in Virginia 
and West Virginia, and board of equalization in all the remaining cases except 
Florida, where the comptroller, attorney-general and treasurer act ex officio as 
assessors. 
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I. Taxation of Banks. 

The direct taxation of banks dates back to the beginning of 
this century. During the war with England the federal gov- 
ernment imposed certain stamp duties on notes issued or dis- 
counted by banks. But the law contained the further provision 
that the banks might compound for the duty by paying one and 
a half per cent on the amount of the annual dividends. 1 

The first state law which levied a direct tax on banks was 
the Georgia act of 1805, which imposed a tax of two and a half 
per cent on the capital stock and one half of one per cent on 
the circulation. 2 So also the Massachusetts act of 1812 im- 
posed a tax of one half of one per cent on the amount of the 
capital stock. 3 A more important law, however, was the Penn- 
sylvania act of 1 8 14. Pennsylvania from the very outset assumed 
an attitude different from that of the other states. According 
to this law * banks were taxed at the rate of six per cent upon 
their dividends or net profits ; if exempted from the national 
tax, the rate was to be eight per cent. In 1 824 the rate was 
definitely fixed at eight per cent. 6 A few years later the prin- 
ciple of progressive taxation was introduced. The act of 1834 6 
imposed on banks of issue a tax on dividends, which varied from 
eight to eleven per cent as the dividends were under six or over 
eight per cent. In 1859 the law was extended to banks of dis- 
count and deposit. 7 In 1861 this graduated tax was increased 
so as to vary from eight per cent if the dividends were six per 
cent, up to thirty if the dividends were twenty-five. 8 Later on, 
however, the tax on dividends was replaced by the system now 
in vogue. 9 Ohio and Virginia were the only other states which 
began and for some time continued to tax banks on dividends. 
In Ohio a tax of four per cent on dividends was imposed in 
18 1 5. 10 But in 1816 the general banking law obliged the banks 

1 Law of Aug. 2, 1813; U. S. Statutes, III, 77. Repealed by the law of Dec. 

23,1817; Statutes III, 401. 

2 Ga. law of Dec. 4, 1805, p. 20. 3 Act of June 23, 4 Mass. Laws, p. 317. 
4 Pa. Session Laws, 1813-1814, chap. 98, § 10. 5 Ibid. 1824, chap. 47, § 24. 
6 Ibid. 1834, no. 66. ' Ibid. 1859, no. 523. 8 Ibid. 1861, no. 473. 
9 Act of March 24, 1866. 10 Act of Feb. 3; Laws of Ohio, vol. 13, p. 132. 
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to set aside profits which at the expiration of the charter would 
amount to four per cent of the total stock. In 1825 this was 
commuted into a tax of from two to four per cent on dividends. 1 
In 183 1 the rate was raised to five per cent. 2 In 1845 banks 
were required to pay in lieu of the tax on dividends, six per 
cent on the profits, deducting expenses and ascertained losses. 3 
But five years later the taxation of profits or dividends was abol- 
ished. The banks were henceforth taxed at the general prop- 
erty tax rate on the amount of their capital stock and contingent 
fund. 4 In Virginia the dividends tax began later. In 1846 
banks were required to pay one and a quarter per cent on divi- 
dends. The rate was gradually changed until during the Civil 
War it reached seventeen per cent. In 1870 a new system was 
introduced, based partly on capital stock, partly on income or 
dividends above $1500. But in the following year the present 
method was adopted. 5 

While Pennsylvania and Virginia were the only common- 
wealths to retain dividends as the basis of taxation, a few 
other states taxed banks on their capital stock. The Massa- 
chusetts tax of 18 12, changed in 1828 to a tax of one per cent 
on the amount of the capital stock actually paid in, 6 remained 
the law practically without change until the Civil War, when 
the state banks were superseded by the national banks. The 
tax was in addition to the tax levied on the individual stock- 
holders. Curiously enough, however, the tax applied only to 
the chartered banks, not to the free banks. In Louisiana a tax 
was imposed on the "stock in trade " of all banks in 1813. 7 In 
other states, again, a special tax was levied only on the propor- 
tion of the capital stock owned by non-residents, as in the first 
Connecticut law of 1830, 8 which imposed a tax of one third of 
one per cent. In many of the commonwealths, however, the 
special state taxation of capital stock came much later, as the 

1 Act of Feb. 5. 2 Act of March 12; Laws of Ohio, vol. 29, p. 302. 

3 Act of Feb. 24; Laws of Ohio, vol. 43, p. 24. 

4 Act of March 23, 1850; Laws of Ohio, vol. 48, p. 88. 

6 Va. law of Feb. 28, 1845, § 5! A P r - 7» l8 53; Mar - l8 > l8 5 6- > Mar - 28 > l86 35 
July 9, 1870; Mar. 28, 1871. 8 Mass. Laws of 1828, ch. 96, § 21. 

7 La. Laws of 1812-13, p. 242. 8 Conn. Public Acts, 1830, chap. 28. 



No. 3.] THE TAXATION OF CORPORATION'S. 279 

principle of the property tax prevailed. When the capital stock 
was taxed at all it was simply as representing the personal prop- 
erty, and hence it was taxable locally at the general rate of 
the property tax. The real estate was taxed separately. Such 
was the case in New York, where the personal property tax 
was levied on bank stock and was payable by the corporation. 
According to the law of 1823, discussed above, the tax was 
assessed on the par value of the stock. But in 1847 the basis 
was changed to the actual market value of the stock, without 
deduction for debts. 1 It is worthy of note that in North Caro- 
lina, where the taxation of capital stock came much later, the 
rate of the tax varied with the dividends. 2 

Since the inception of the national banking system most of 
the commonwealths have again changed their methods of taxing 
banks. The history of this change can be well traced in the 
legislation of New York. According to the laws mentioned 
above, banks were taxable on so much of their capital stock 
as represented their personal property. Under these acts the 
banks claimed exemption for that part of their capital invested 
in United States bonds. This claim was disallowed by the court 
of appeals, on the ground that no unfriendly discrimination was 
hereby shown to the United States as a borrower. 3 In 1862, 
however, the national government provided by law for the total 
exemption from state taxation of all stocks, bonds and other 
securities of the United States. 4 The court of appeals held 
that this provision applied only to stock and bonds issued after 
the date of the law, but that all securities issued prior thereto 
were still taxable according to the state statute. 5 The Supreme 
Court of the United States reversed this decision, holding that 
any "stock of the United States constituting a part or the whole 
of the capital stock of the bank is not subject to state taxation." 6 
The legislature then sought to evade this decision by enact- 
ing that banks should be taxable " on a valuation equal to the 

1 New York, Laws of 1847, ch. 419, § 4. 2 N. C. law of Feb. 16, 1859. 

3 People ex rel. Bank of the Commonwealth vs. Commissioners of Taxes, 23 
N. Y. 192. * Act of Feb. 25, 1862, § 2. 

6 People ex rel. Bank of Commerce vs. Commissioners of Taxes, 26 N. Y. 163. 
6 People vs. Commissioners of Taxes, 2 Black, 870. 
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amount of their capital stock," with similar deductions and ex- 
emptions as in the law of 1857. 1 The court of appeals pro- 
nounced this law valid, on the ground that the tax was one on 
capital stock and not on property. But the Supreme Court 
of the United States again reversed "this decision, holding the 
tax to be one on the property of the bank, which was therefore 
entitled to deduction for non-taxable investments. 2 In 1864 the 
national banking act was passed, which permitted the taxation 
of national bank shares in the hands of individuals, but not at 
a greater rate than on other moneyed capital. 3 This gave the 
New York legislature the desired opportunity. In 1865 it 
enacted a law providing that all shares in national banks should 
be included in the valuation of the personal property of indi- 
viduals. 4 And the court of appeals held this to be valid. 5 It 
must be remembered, however, that the state banks were still 
taxed on their capital. The Supreme Court of the United 
States now upheld the principle of the taxability of shares, on 
the ground that a tax on the shares in the hands of individuals 
was not a tax on the capital of the bank. 6 But it reversed the 
New York decision on a minor point, namely, that since the 
capital of state banks invested in national securities was exempt, 
a tax on the capital is not equivalent to a tax on the share- 
holders. Hence to tax state banks on their capital and share- 
holders of national banks on their shares, constitutes a dis- 
crimination against national banks. This decision led to the 
New York law of 1866, which abolished the taxation of bank 
capital and provided for the taxation of shareholders of both 
state and national banks in the same way, i.e. on the value of 
the shares, with deductions for the capital invested in real 

1 Laws of 1863, chap. 240, April 29. 2 Bank Tax Cases, 2 Wall. 200. 

3 Act of June 3, 1864, § 40 (Revised Statutes, § 5219) : " Provided that nothing in 
this act shall be construed to prevent all the shares in any of said corporations [na- 
tional banks] held by any person . . . from being included in the valuation of the 
personal property of such person, . . . but not at a greater rate than is assessed to 
other moneyed capital in the hands of individual citizens of such state, and provided 
that shares owned by non-residents shall be taxed in the city or town where the bank 
is located and not elsewhere." l Laws of 1865, chap. 97, March 9. 

5 City of Utica vs. Churchill, 33 N. Y. 161. 
* Van Allen vs. Nolan, 3 Wall. 573. 
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estate. 1 The banks were no longer taxed on their capital, but 
were required to retain the dividends from the stockholders 
until the tax was paid. The Supreme Court sustained this law, 
holding that no deduction should be made from the value of 
the shares for any part of the bank's capital which might con- 
sist of United States bonds. 2 And later on it decided the state 
tax on shares to be valid, even if it were collected from the 
banks. 3 The question then arose whether it was competent for 
the shareholder to deduct the value of his debts, as was the case 
in all other personal property. The court of appeals decided in 
1867 in the negative, holding that there could be no deduction 
of debts from the assessment of bank shareholders. 4 This case 
slumbered for thirteen years. But in 1 880 a decision involving 
this precise question was reversed by the United States Supreme 
Court on the ground that " the prohibition against the taxation 
of national bank shares at a greater rate than that imposed upon 
other moneyed capital could not be evaded by the assessment 
of equal rates of taxation upon unequal valuations." 6 The con- 
sequence was an alteration in the New York law, which now 
permits the same deductions as in all other taxable property and 
which provides for the assessment of shares, whether owned 
by residents or non-residents, at the place where the bank is 
located. 6 

The result of this development is that bank shareholders pay 
a large proportion, and in some towns the greater part, 7 of all 
the taxes on personal property, and that they alone are unable 
to evade the otherwise so laxly executed tax on personalty. 

1 Laws of 1866, chap. 761. "In making such assessment there shall also be de- 
ducted from the value of such shares such sum as is in the same proportion to such 
value as is the assessed value of the real estate of the bank ... in which any por- 
tion of the capital is invested in which such shares are held to the whole amount of 
the capital stock of such bank." 

2 People vs. The Commissioners, 4 Wall. 244. 

8 National Bank vs. Commonwealth, 9 Wall. 353. 

4 People ex rel. Cagger vs. Dolan, 36 N. Y. 59. 

6 People ex rel. Williams vs. Weaver, 100 U. S. 539. 

6 Laws of 1880, chap. 596, and 1881, chap. 361, practically included in the present 
law of 1882, chap. 409. See especially §§ 312, 315, 318. 

' In Albany the banks paid 58 per cent of all taxes on personalty. New York State 
Assessors' Report, 1878, p. 16. 
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The most recent attempt of the banks to remedy this obvious 
inequality has been frustrated by a decision of the Supreme 
Court that the words "moneyed capital," in the revised stat- 
utes, are practically confined to banks, and that the imposition 
of a lower rate of taxation on other corporations does not invali- 
date the bank tax. 1 I do not of course mean to plead that the 
banks should be treated tenderly or that they should be sup- 
ported in their attempts to evade taxation. But it is a manifest 
incongruity that the bank shareholders almost alone among 
owners of personalty should be taxed. That they should be 
singled out for what is actually heavier taxation, is simply one 
of the absurd and unjust results of our general property tax. 
The only inference is the necessity of a comprehensive reform. 

This system of taxing banks, whose development has just been 
sketched for the state of New York, is now general throughout 
the country, at least in those commonwealths which do not still 
cling to the method of the general property tax as applied to 
corporations. It may be summed up as the separate taxation 
of real estate plus the taxation of the shares in the hands 
of individuals, whose tax is generally paid by the bank and 
then withheld from the dividends. Some commonwealths have 
enacted more detailed provisions to avoid the confusion arising 
from the taxation of non-residents' stock. The Massachusetts 
law, for example, which dates back to 1868, provides that the 
assessors of a town where a national bank is located, shall omit 
from the town valuation all shares held by non-residents, and 
that the taxes paid by the bank on these shares shall be cred- 
ited to the places where the owners reside. 2 In Connecticut 
the shares of non-residents are not taxed at the usual rate, but 
the banks themselves pay one per cent on the market value of 
such shares as a "non-resident stock tax." 3 

1 Mercantile Bank vs. The Mayor, etc., 129 U. S. 138. As to the national banks, 
see a criticism of this decision in the work of C. P. Williams, The National Banks 
and State Taxation, 1887. Cf. also the Digest of National Bank Cases, published 
yearly in the appendix to the Report of the Comptroller of the Currency. 

2 Mass. Session Laws, 1868, chap. 349, contained in Pub. Stat. chap. 11, sec. 33; 
chap. 13, sees. 12-19. The leading case upholding the validity of the statutes is 
Providence Institution for Savings vs. City of Boston, 101 Mass. 575. 

8 Conn. General Statutes, title 76, chap. 244, sec. 3915. 
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A few commonwealths still tax banks directly on their capital 
stock at a special rate. In Pennsylvania the shares pay three 
mills on the dollar. But incorporated banks may elect to pay 
six mills on the par value of their capital stock in lieu of all 
other taxation except local taxes on real estate. This is uni- 
versally done. The three per cent net earnings or income tax 
applies only to the unincorporated banks without capital stock. 1 
In Kentucky, where the banks are taxed on capital and sur- 
plus, they waive all rights to a different mode or smaller rate 
of taxation. 2 In a few cases again we find a mixed system. 
Thus in Georgia banks are not taxed on their capital, but on 
their property, in so far as the value of the property is not rep- 
resented in the market value of the shares. The shares are 
then taxable in the hands of the shareholders and the bank 
itself is further taxable on its surplus and undivided profits. 3 
Finally, in some of the southern commonwealths, as North 
Carolina, we find in addition to a tax on bank shares a license 
tax fixed according to capital or to business transacted. 4 New 
York has a special law 5 taxing foreign banks at the rate of one 
half of one per cent on their deposits or moneys used in their 
business. 

There remains the subject of savings banks. Generally these 
are not incorporated stock companies. In such cases several 
states, including all New England, tax them on their deposits. 
The rate ranges from one-quarter to one per cent. 6 In Massa- 
chusetts the system came into use in 1862. Prior to this time 
the deposits were nominally taxable as the personal property of 
the individual depositors. In other cases, as in New York, 
such deposits are expressly exempted from taxation. 7 But in 
New York, savings banks are then taxed on their surplus not 

1 Pa. act of June, 1889, §§ 25-27. 2 Ky. Laws of 1886, art. ii, § 4. 

3 Ga. Laws of 1888, no. 123, sec. 9. The general question of taxing shareholders 
or capital stock will be discussed in the following essay. 

4 N. C. Revenue Act of March II, 1889, sec. 30. 
6 N. Y. Laws of 1882, chap. 409. 

6 Conn. Gen. Stat. sec. 3918; Me. Rev. Stat, title 1, sees. 64-67; Md. Pub. Gen. 
Laws, art. 81, sec. 86; Mass. Pub. Stat. chap. 13, sees. 20-24; N. H. Gen. Laws, 
chap. 65, sec. 8; R. I. Pub. Stat. chap. 27, sec. 3; Vt. Rev. Laws, sec. 3593. 

7 N. Y. Laws of 1857, chap. 456. 



284 POLITICAL SCIENCE QUARTERLY. [Vol. V. 

invested in United States securities, and the tax is declared to 
be one on the privilege or franchise. 1 In Pennsylvania savings 
banks are taxed on an entirely different principle, viz. three 
per cent on their net earnings or income. But this is true only 
if they are neither incorporated nor possessed of any capital 
stock. Otherwise they pay like other banks, six mills on the 
par value of their stock. 2 In most of the remaining common- 
wealths there is no special taxation of savings banks, unless they 
are incorporated. In Iowa in such a case the banks pay the 
usual property tax on their paid up capital, but deposits etc. are 
expressly exempt. 3 

In the matter of bank taxation, therefore, we are beginning 
to reach uniformity except in the case of savings banks. But 
the uniformity, so far as it exists, has been imposed upon the 
states by the national law. And the solution of the problem, 
as will appear later on, has not been an entirely satisfactory 
one. 

2. Taxation of Insurance Companies. 

The next class of corporations to break away from the general 
property tax were the insurance companies. At first, however, 
only foreign companies 4 were taxed. The earliest law was that 
of New York. The act of 1824 provided that foreign fire insur- 
ance companies should pay ten per cent on all premiums for 
property insured within the state. 5 In 1829 the law was ex- 
tended to foreign marine insurance companies. 6 In 1837 the 
tax was reduced to two per cent. 7 Domestic companies were 
taxable on their capital stock, like all other corporations, ac- 
cording to the general law of 1828. Ohio indeed started out 

1 Laws of 1867, chap. 861. This law was repealed in 1875, but the repealing 
statute was itself repealed in 1882. Cf. Davies, Compilation of . . . the System of 
Taxation in New York, p. 90. 

8 Pa. act of June 1, 1889, sees. 27 and 25. 8 Iowa Rev. Stat. § 1815. 

4 The use of the term " foreign corporations " in the American statutes is confus- 
ing. Generally it designates corporations incorporated in another of the American 
commonwealths. In only a few cases does it refer to non-American states. In this 
essay it will be used in the former sense unless otherwise indicated. 

5 New York Laws of 1824, chap. 277. 6 Laws of 1829, p. 515. 

7 Laws of 1837, chap. 30. 
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with insurance companies as with banks and in 1830 taxed 
them four per cent on their dividends. 1 But this form of tax- 
ation was soon abandoned. In Pennsylvania, where domestic 
companies were included in the general law of 1840, foreign 
insurance companies were not specially taxed until 1849, when 
the law imposed a tax of one per cent on the gross premiums 
of foreign life insurance companies. 2 In Maryland the custom 
dates from 1839, when a tax of two per cent was imposed on 
the premiums received by the agents of foreign insurance com- 
panies. 3 In Massachusetts the tax was first levied in 1832. 
This law is of special interest as the prototype of what is 
known in several of our commonwealths to-day as the " recip- 
rocal act." The act provided that if any commonwealth taxed 
the agents of Massachusetts insurance companies, the insurance 
companies of such commonwealth were to pay one half of one 
per cent on the whole amount insured by such companies in 
Massachusetts. 4 The reciprocal acts at present go somewhat 
further and prescribe that foreign insurance companies are to 
be taxed at the same rate (if higher than the home rate) that is 
imposed on home insurance companies by the commonwealth 
chartering the foreign company. Such reciprocal acts are found 
at present in Connecticut, Illinois, Maine, Massachusetts and 
New York. 5 If the tax imposed by the foreign commonwealth 
is not higher, the foreign companies pay as a rule two per cent 
on premiums. 

This premiums tax on foreign companies was gradually ex- 
tended to domestic companies, until at present it is found in 
almost every commonwealth. Only a few of the western states 
still cling to the original custom of taxing them on their prop- 
erty. Occasionally the tax is known as insurance licenses or 
insurance fees. It sometimes happens that the companies must 
pay both fees and taxes. 6 In a few cases the principle of taxing 
premiums has been applied only to foreign companies, while 

1 Act of Feb. 22; Ohio Laws, vol. 28, p. 43. 2 Pa. law of Jan. 24, 1849. 

8 Md. Laws of 1839, chap. 24. * Mass. Laws of 1832, 140, § 1. 

5 Conn. Gen. Stat. § 3939; 111. Rev. Stat. chap. 73, § 29; Me. Rev. Stat, title 1, 
sec. 63; Mass. Pub. Stat. chap. 13, sees. 30-31 ; N. Y. Laws of 1875, chap. 60, § I. 
6 N. C. Revenue Act of 1889, sec. 29. 
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home companies are still taxed on their property, assets or 
surplus. 1 Several commonwealths again tax foreign companies 
higher than home companies. Thus Maryland and Delaware 
tax the gross receipts of foreign companies only. 2 In Pennsyl- 
vania domestic insurance companies (except mutual companies) 
pay eight tenths of one per cent, and foreign companies two 
per cent on premiums. 3 In New York domestic life insur- 
ance companies are exempted from taxation, but foreign com- 
panies pay two per cent on premiums. 4 So again, while all 
fire and marine insurance companies pay the same tax for 
state purposes, the foreign companies alone pay an additional 
local tax. 5 

While the premiums tax is under the general tax, we find a 
few other instances where taxes are based on different elements. 
Some of the Southern and a few of the Western states impose 
license or privilege taxes of a fixed amount. Others combine 
various taxes. Thus, we find in Virginia the general property tax 
on a company's realty and personalty, a specific tax of $200, 
and an additional tax of one per cent on gross receipts in the 
state. 6 Massachusetts imposes on life insurance companies a 
tax of five mills on each thousand dollars insured, as compen- 
sation for the state valuation of policies, and a " license tax " of 
one fourth of one per cent on the net value of all policies. 
Other insurance companies pay an excise tax of one per cent 
on premiums and assessments ; but non-American companies 
pay four per cent on premiums (or two per cent if there is a 
guarantee fund of $200,000). Finally, a special life insurance 
company is taxed on its funds, deducting deposits invested in 
mortgages. 7 Wherever the reciprocal law exists, as in Connec- 

1 Mo. Rev. Stat. §§ 6056-6057; N. J. law of April 18, 1884, § 4; Conn. Gen. Stat. 
sees. 3933-3935; Ala. act of Dec. II, 1886, sec. 3. 

2 Md. Pub. Gen. Laws, art. 23; Del. law of 1885, chap. 423. 

3 Pa. act of June I, 1889, sec. 24. 

4 N. Y. Laws of 1853, chap. 463, § 15; 1862, chap. 300, § 5; 1887, chap. 699. 
6 Laws of 1886, chap. 679; Laws of 1882, chap. 410, §§ 522-523. 

6 Va. Acts of 1883-84, chap. 450, sec. 18. 

' Mass. Pub. Stat. chap. 13, sees. 25-28, 30-35; Acts of 1884, chap. 55; Pub. 
Stat. chap. 119, sec. 18; Acts of 1885, chap. 300. For statistics of these various taxes, 
see my monograph on Finance Statistics. 
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ticut and Massachusetts, there is a highly diversified system of 
insurance taxation. 

The tax on premiums is generally levied on gross premiums 
or on gross receipts. Sometimes, as in Alabama, Illinois, 
Maine, Missouri and Nebraska, the tax is on net receipts. 1 
But in Illinois, Maine and Missouri only foreign companies are 
subject to this tax. In Indiana we find the seemingly curious 
distinction that home companies are taxed on net, and foreign 
companies on gross receipts. 2 But the taxes are really the same, 
because expenditures, losses paid and return-premiums are de- 
ducted, just as in Missouri. So also in Alabama the tax, while 
nominally on gross, is in reality on net receipts. 3 In Illinois 
the net receipts of foreign insurance companies are entered as 
personal property and are included in the general property tax. 
The companies are then free of all local taxes, except for the 
benefit of fire departments in cities, which may impose a tax 
not exceeding ten per cent on gross receipts. In most of the 
commonwealths the real estate of the companies is also taxable. 
Only in a few cases, like Maine, is the premiums tax in lieu of all 
other state taxation. 

From the above summary it appears that life insurance com- 
panies, especially mutual companies, are in general treated 
differently from other insurance companies. The reasons are 
obvious and well founded. 



3. Taxation of Railroads. 

A history of the development of railway taxation would oc- 
cupy a separate essay by itself. It will be possible here to say 
only a few words about some of the typical commonwealths. 

In Pennsylvania, railroads were included in the general tax 
law of 1840, and were assessed on their personalty and on their 
dividends.* In 1844 the tax on personalty was abandoned. 

1 Ark. Digest, sec. 3829; 111. Rev. Stat. chap. 73, § 30; Me. Rev. Stat, title 1, 
sec. 59; Mo. Rev. Stat. sec. 6057; Neb. Comp, Stat. chap. 77, sec. 38. 

2 Ind. Rev. Stat. § 6351. 3 A i a , act f Dec. 11, 1886, sec. 3. 

4 Pa. Laws of 1840, no. 232. 
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But the general corporation tax on capital and dividends con- 
tinued with some modifications for over two decades. 1 In i860 
a special tonnage tax was levied on transportation companies at 
the rate of two, three and five cents per ton of freight carried, 
and an additional tax of three quarters of one per cent was laid 
on their gross receipts. 2 The tonnage tax was declared uncon- 
stitutional by the federal courts. 3 As a result all transportation 
companies were taxed by the act of 1874 only on their capital 
stock, at the rate of nine tenths of a mill for each one per cent 
of dividends. If there were no dividends the tax was to be six 
mills. 4 In 1879 the dividends and earnings taxes were slightly 
changed, and the law was passed 5 which, with the amendments 
of 1885 and 1889, is in force to-day. In New York, railroads 
were subject to the general property tax until 1880, when a law 
was enacted which with some modifications is now in force. In 
New Jersey, railroads were subject to the general property tax 
until 1873, when a tax was imposed at the rate of one half of 
one per cent on their cost, equipment and appendages. 6 But 
three years later the cost tax was abandoned, and a tax at the 
same rate was imposed on the true value of the roads. 7 This 
system prevailed until 1884, when the present method was intro- 
duced. In Connecticut, the law requiring certain stock com- 
panies to make returns of the stock owned by individuals was 
extended to railroads in 1846. 8 Three years later every rail- 
road that had paid a dividend in the preceding year was re- 
quired to pay one half of one per cent on the market value of 
the shares held by non-residents. 9 But if the railroad was 
partly out of the state, the tax was to be proportioned to the 
mileage in the state. This system worked so well that in 1850 
it was extended to resident stockholders. The tax was made 
one third of one per cent and was in lieu of all other taxes. 10 
In 1862 the rate was increased, but the provision was inserted 

1 Laws of 1844, no. 318, § 33; Laws of 1859, no. 523. 

2 Laws of 1868, no. 69, §§ 7-8. 3 State Freight Tax Cases, 15 Wall. 232. 
4 Laws of 1874, no. 31. 5 Laws of 1879, no. 122. 

6 N. J. Pub. Gen. Laws, 1873, chap. 400, p. J12. 

7 Ibid. 1876, chap. IOI, p. 129. 8 Conn. Public Acts, 1846, June 17. 
9 Law of 1849. 10 Public Acts, 1850, chap. 58. 



No. 2.] THE TAXATION OF CORPORATIONS. 289 

that the stock should not be assessed at less than ten per cent 
of the par value. 1 In 1864 the outlines of the present system 
were drawn by requiring the companies to add to the valuation 
of the stock the market value of the funded and floating indebt- 
edness less the cash on hand, and to pay one per cent on this 
valuation in proportion to the mileage in the state. 2 In 1871 it 
was provided that if the railroad paid any local tax this might 
be deducted from the state tax. 8 In 188 1 a deduction was made 
from the taxable valuation for such portion of its debt as was 
contracted for stock taken in other roads. 4 In 1882 the funded 
and floating debts and bonds were to be valued at par unless 
the market value was below par. 5 And in 1887 the present law, 
with substantially the same provisions, was enacted. 

So much for a hasty glimpse at some of the typical forms of 
development. Let us now study the actually existing chaos. 
For the remark of the railroad tax committee of 1 879 still holds 
good to-day. that " there is no method of taxation possible to be 
devised whicn is not at this time applied to railroad property in 
some part of this country. A more discouraging example of 
general confusion could hardly be imagined." 6 

As was stated above, fifteen commonwealths have abandoned 
property as the basis of the tax. Of these fifteen cases, the 
majority now assess the railroads on earnings. Seven levy a 
tax only on gross earnings ranging from one quarter of one to 
five per cent. 7 Wisconsin, however, combines in some cases a 
mileage tax with the earnings tax. Washington formerly had 
a gross earnings law, but this was repealed in 1888. 8 Three 
commonwealths, Massachusetts, New York and Pennsylvania, 
include railroads in the general corporation tax. But New York 
and Pennsylvania levy an additional tax on gross earnings (one 

» Public Acts, 1862, chap. 55, §§ 5 and 8. 2 Gen. Stat. (rev. of 1866), p. 717. 

8 Public Acts, 1871, chap. 89. * Ibid. 1881, chap. 153. 6 Ibid. 1882, chap. 139. 

6 Taxation of Railroads and Railroad Securities, p. 1. 

7 Dak. Laws of 1889, chap. 107; Me. Rev. Stat, title 1, sec. 42; Md. Pub. Gen. 
Laws, art. 81, sec. 146; Mich. Gen. Stat. chap. 91, § 3360; Minn. Laws of 1873, 
chap, in, extended to all companies by Laws of 1887, chap. II ; Vt. Acts of 1882, 
no. I, sec. 12; Wis. Annot. Stat. § 1213. 

8 Wash, law of 1883, repealed by Laws of 1887-88, p. 190. 
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half and eight tenths of one per cent respectively), 1 while Mas- 
sachusetts also levies a commission tax on gross earnings in 
proportion to mileage, and in the case of corporations to con- 
struct railroads in foreign countries substitutes a tax of one 
twentieth of one per cent on capital stock. 2 Mississippi taxes 
railroads at a fixed sum (from $25 to $125) per mile according to 
the reputed wealth or earning capacity of each road. 3 Delaware 
levies four separate taxes, viz. on capital stock (one per cent), 
net earnings (ten per cent), locomotives ($100 each) and passen- 
gers (ten cents each). 4 The companies may pay a gross sum in 
commutation of the passenger tax. In New Jersey, the law 
directs the board of assessors to ascertain the value of the main 
stem, of the other real estate and of the tangible personalty. 
This would really be a property tax were it not that the asses- 
sors are further directed to ascertain the value of the franchise. 
The whole question of corporate franchise will be deferred to the 
succeeding paper. But it may be stated here that the New 
Jersey assessors have endeavored to estimate the franchise by 
taking sometimes an arbitrary proportion (sixty per cent) of the 
surplus of the value of the capital stock and total indebtedness 
over the value of the tangible property, sometimes a percentage 
(twenty per cent) of the gross earnings. The railroads are then 
taxed one half of one per cent on this entire valuation, both 
property and franchise, for state purposes. In addition they 
also pay to the state a tax at the local rate on the value of their 
real estate in each taxing district outside of the main stem. But 
this portion of the tax, which is really a property tax, cannot 
exceed one per cent of the value, and is returned by the state 
to the taxing district. 5 In Connecticut, railroads are required to 
pay a tax of one per cent on the valuation of their capital stock 
and on the par value (or market value if below par) of their 
funded and floating debt above the amount in the sinking fund. 
If only a part of the railway is in the state, the company pays 

1 N. Y. Laws of 1880, c. 542; 1881, c. 361 ; Pa. Laws of 1879, c. 122, sec. 7. 

2 Mass. Pub. Stat. chap. 13, sees. 43 and 46; chap. 112, sec. 12. 

3 Miss. Laws of 1884, p. 23. 

4 Del. Laws, vol. 12 (1864), chaps. 458, 485; vol. 13, chap. 392. 

5 N. J. law of March 27, 1888. 
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on such proportion of the above valuation as the mileage in the 
state bears to the total mileage. The value and length of such 
branch lines as are of less than one quarter the average mileage 
value of the trunk line are omitted. 1 

Among the commonwealths which assess railroads on their 
gross earnings, six grade the tax according to the age of the 
road or to the amount of the earnings. The rates per cent are 
as follows : 

Dakota : First five years of operation, 3 ; afterwards, 2. 
Minnesota : 2 First three years, 1 ; next seven years, 2 ; afterwards, 3. 
Maine (excise tax) : Earnings of $2250 per mile and under, \ of 1 ; 
thence increasing by \ of 1 for every $750 up to the maximum 

of 3 i- 
Michigan (specific tax) : $4000 per mile and under, 2 ; over $4000, 3. 
Vermont : For the first #2000 per mile, 2 ; the first additional #1000, 3 ; 

the next additional $1000, 4 ; everything above $4000, 5. 
Wisconsin (license fees) : Less than #1500 per mile, #5 per mile ; $1500 

to $3000, the same plus 2 per cent on excess over $1500; $3000 

and upward, 4 per cent. But all railroads upon pile or pontoon 

bridges are taxed uniformly at 2 per cent. 

An important point in the treatment of railroads is the extent 
to which these new methods of state taxation have superseded 
local taxation. In four of the fifteen cases, viz. Connecticut, 
Dakota, Minnesota and Washington, the special railroad tax is 
declared to be in lieu of all other taxation, state or local. This 
is virtually although not technically true in Connecticut ; for if 
the real estate not used for railroad purposes is taxable locally, 
the valuation on which the state tax is based is reduced by the 
amount of local taxes. In six of the remaining cases, viz. Del- 
aware, Maine, Maryland, Massachusetts, Mississippi and New 
York, the localities may also tax railroad property. But here 
several points are to be noticed. In Maine, only the buildings of 
the railroad and the lands and fixtures outside the located right 
of way are taxable locally. 3 In Massachusetts the railroads are 

1 Conn. Gen. Stat. sees. 3919-3932. 

2 The Minnesota law of 1889, chap. 191, repealed the railroad tax law, leaving the 
matter to be decided by popular vote at the next election. As the elections are biennial, 
the proposition has not yet been acted upon. 8 Me. Rev. Stat, title 1, sec. 4. 
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taxable locally only on their real estate (except a belt of land 
adjoining the roadbed with the structures connected with it) 
and machinery. 1 But the value of this is deducted from the 
total valuation for the commonwealth tax. Strictly speaking, 
Massachusetts thus belongs in the preceding category. In Mis- 
sissippi, only cities and towns have the privilege of taxing railroad 
property in general, but all localities may tax that part which is 
not used for railroad purposes. In New York, under the gen- 
eral corporation tax law, the real estate of railroads is taxable 
for state purposes, and both realty and personalty are taxable 
for local purposes. But only the value of the realty is deducted 
from the total valuation of the stock for the commonwealth tax. 
Finally, in the five remaining cases, viz. Michigan, New Jersey, 
Pennsylvania, Vermont and Wisconsin, the railroads are subject 
to a local tax only on that part of their property not used for 
railroad purposes. In New Jersey, this local tax must not be 
confounded with the "tax on the taxing districts" described 
above, which is in reality also a local tax. In Pennsylvania, all 
property necessary to the successful operation of the railroad has 
been held to be a part of the franchise, and therefore not locally 
taxable. 2 But in Wisconsin, railroad property, even though 
used for railroad purposes, may be assessed in cities and villages 
for local improvements only. 3 

Besides these fifteen commonwealths which have broken 
away from the old property tax, four states which retain this as 
the main feature add other taxes not based on property. Thus 
in Alabama we find a " license tax " on gross earnings, to defray 
the salary of the commission ; in North Carolina a privilege tax 
of one half of one per cent on gross receipts (if only the per- 
sonal property is taxed) and a franchise tax, at the general rate 
of the property tax, assessed on the value of the franchise as 
estimated by the board of appraisers; in Texas a tax of one 
quarter of one per cent on gross passenger earnings ; in Vir- 
ginia a tax on gross earnings, to pay the salary of the com- 

1 Inhabitants of Worcester vs. Western R. R. Co., 4 Metcalf, 566. 

2 Northampton Co. vs. Lehigh Coal and Navigation Co., 75 Pa. 461. 

3 Wis. Laws of 1882, chap. 258, sec. 14. 
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mission, and a tax of one per cent on net income. 1 Some of 
the southern commonwealths impose special licenses on the 
railroads. Finally, we find in a few commonwealths special 
taxes levied on special railroads. 2 

This survey will suffice for a picture of the actual chaos. The 
theory and criticism must be left to the following essay. 



4. Taxation of Telegraph and Telephone Companies. 

The taxation of telegraph companies has undergone an evo- 
lution similar to that of railroads, although not quite so extensive. 
In the majority of commonwealths, telegraph property is included 
by the local assessor in the general tax list and pays the regular 
rate of the general property tax. In a few cases it is separately 
assessed by special officers, but still pays the general rate. In 
a few other cases again telegraph companies pay on the value of 
their property, but at a fixed rate which remains constant from 
year to year. 3 In nineteen commonwealths, however, telegraph 
companies pay a special tax based not on property but on other 
elements. The system of taxing gross receipts prevails in ten 
cases. 4 Five commonwealths tax the companies on mileage, the 
rate generally decreasing with each additional wire. 6 Mississippi 
imposes a privilege tax of $3000. But if the line is less than 
one thousand miles long, the tax is one dollar per mile. Ten- 
nessee grades the tax according to the population of the towns ; 
Virginia levies a property tax, a one per cent gross earnings tax 

1 Ala. Code, § 1128; N. C. Laws of 1889, chap. 216, sec. 37; chap. 218, sec. 22; 
Va. Acts of 1883-84, chap. 450, sec. 20; and Code, § 1312. 

2 Del. Laws of 1873, chap. 368, and many subsequent laws referring to other rail- 
roads; 111. Laws of 1851, p. 71, § 18; Pa. Laws of 1861, no. 100, p. 88; N. J. law 
of March 23, 1865; cf. third annual report of the N. J. state board of assessors for 
1886, p. 23; N. C. Revenue Law of March 11, 1889, sec. 37. 

8 Me. Rev. Stat, title 1, sec. 48; N. H. Gen. Laws, chap. 62, sec. 14. 

* Ga. Laws of 1888, no. 123, sec. 7; Ind. Rev. Stat., Elliott's Supplement (1889), 
§ 21 12; Minn. Gen. Stats, vol. ii, chap. 11, § 1313; N. J. law of April 18, 1884, 
§ 4; N. Y. Laws of 1881, chap. 361; N. C. law of March 11, 1889, sec. 39; O. Rev. 
Stat. § 2778; Pa. law of June 7, 1879, sec. 7; R. I. Pub. Stat. chap. 27, sec. 10; 
Vt. Rev. Laws, § 3663. 

6 Conn. Laws of 1889, chap. 178; Dak. Acts of 1887, chap. 141; Del. Laws of 
1889, chap. 460; Ky. Gen. Stat. chap. 92, art. 4, § 4; Wis. Annot. Stat. § 1216 a. 
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and a license tax of $250; Alabama, a privilege tax of $500, 
together with a tax of one dollar per mile of line. 1 The ten- 
dency seems to be toward the mileage tax ; for several common- 
wealths {e.g. Alabama and Connecticut) which formerly levied 
a gross receipts tax have now substituted the tax on mileage. 
On the other hand Minnesota, which formerly (since 1867) levied 
a mileage tax, changed it in 1887 to a gross receipts tax. This 
shows the utter lack of uniformity or principle in American 
taxation. 

A special tax on telephone companies has lately been imposed 
in all but two of the same commonwealths. In ten cases, the 
tax is the same as that on telegraph companies. 2 In the re- 
maining cases the tax is slightly different. Thus in Connecti- 
cut it is twenty-five cents per mile of wire and seventy cents 
for each telephone transmitter ; in Georgia, one dollar for each 
telephone station or box ; in Indiana and Kentucky, one per 
cent and one quarter of one per cent respectively on gross re- 
ceipts ; in New Hampshire, the usual property tax ; in Missis- 
sippi, a tax graded according to the number of subscribers ; in 
Wisconsin, a " license fee " of one and a half per cent on gross 
receipts ; and in Virginia, a general property tax, a license tax 
of $100, and a gross earnings tax of one per cent. 3 

5. Taxation of Express Companies. 

What has been said of telegraph companies applies almost 
equally well to express companies. Thirteen commonwealths 
tax them on gross receipts. 4 In Kentucky a license tax of $500 

1 Miss. Laws of 1888, chap. 3; Tenn. Code, sec. 617; Va. Laws of 1883-84, 
chap. 450, sec. 24; Ala. Acts of 1889, no. 103. 

2 Ala. Acts of 1889, no. 103; Me. Rev. Stat, title I, sec. 52; Minn. Gen. Stat. vol. 
ii, chap. 11, § 131 h; N. J. act of April 18, 1884, § 4; N. Y. Laws of 1881, chap. 
361; N. C. law of March II, 1889, sec. 39; Pa. law of June 7, 1879, sec. 7; R. I. 
Pub. Stat. chap. 27, sec. 10; Vt. Laws of 1882, no. 1, sec. 23. 

3 Conn. Laws of 1889, chap. 178; Ga. Laws of 1888, no. 123, sec. 7, § 2; Ind. 
Rev. Stat. (1889), § 21 16; Ky. Rev. Stat. chap. 92, art. 4, § 5; Miss. Laws of 1880, 
p. 17; Wis. Annot. Stat. § 1222 a; Va. Laws of 1883-84, chap. 450, sec. 24. 

4 Ala. Acts of 1889, no. 103; Conn. Laws of 1889, chap. 221, § 4; Dak. Acts 
of 1889, chap. 120; Del. Laws of 1889, chap. 461 ; Ind. Rev. Stat. (1889) § 2108; 
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to $1000 is imposed in addition to the local property tax. In 
some of the other southern commonwealths a license tax of 
fixed amount is imposed. In Tennessee, this ranges from one to 
two thousand dollars according to mileage. In Virginia, express 
companies pay not only the general property tax, but also a tax 
of one per cent on income. In New Hampshire, they may pay, 
in lieu of the " license " on gross receipts, a fixed sum of five 
dollars per mile. In Ohio, they are taxed on gross receipts at 
the general rate of the property tax. 1 

From the fact that the large express companies are generally 
unincorporated, the question has frequently arisen whether they 
are liable to the corporation tax. In Vermont and Pennsylvania 
all persons or joint stock companies are expressly included in 
the law. In New Jersey the law applies only to corporations, to 
the manifest benefit of the unincorporated companies. In New 
York the liability of the express companies has recently been 
affirmed by the court. 2 There is of course no good reason for 
their exemption. 

6. Taxation of Palace Car Companies. 

The special tax on these companies, which is found in a few 
commonwealths, is based sometimes on gross receipts, some- 
times on other elements. Thus we find in Alabama a privilege 
tax of five hundred dollars, together with one dollar per mile of 
track over which the sleeping car company operates ; in Ar- 
kansas, a " public highway tax " of three dollars per mile ; in 
Dakota, a tax of three per cent on gross receipts ; in Georgia 
and Iowa, a tax at the usual rate on non-resident companies, pro- 
portioned to the number of cars and miles run ; in Indiana, a 
tax of ten per cent on gross receipts ; in Michigan a three per 

Me. Rev. Stat, title 1, sec. 55; N. H. Gen. Laws, chap. 63, § 1; N. J. act of 
April 18, 1884, § 4; N. Y. Laws of 1881, chap. 361; N. C. act of March II, 1889, 
sec. 39; Pa. act of June 7, 1879, sec. 7; R. I. Pub. Stat. chap. 27, sec. II; Vt. Laws 
of 1882, no. I. 

1 Ky. Rev. Stat. chap. 92, art. 4, § 6; Tenn. Code, sec. 617; Va. act of 1883-84, 
chap. 450, sec. 22; O. Rev. Stat. sec. 2778. 

2 People ex ret. U. S. Express Co. vs. Wemple. Decided in 1889. 
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cent and in New Jersey a two per cent gross receipts tax on 
palace, parlor and sleeping cars ; in New York a one half of one 
per cent and in Pennsylvania an eight tenths of one per cent 
gross receipts tax on palace and sleeping car companies, in ad- 
dition to the general corporation tax. 1 In some of the southern 
commonwealths a license or privilege tax of stated amount is im- 
posed. 2 In Virginia, however, the companies are taxed on their 
property at the usual rate and also one per cent on their in- 
come. 3 In some cases railroad companies are taxed for their 
sleeping cars, but may then recoup from the sleeping car com- 
panies. 4 

7. Miscellaneous Taxes on Corporations. 

In addition to the taxes already mentioned, a few common- 
wealths levy taxes on other specified corporations. These are 
mostly of very recent date. In order to make the survey 
complete they will be noted here. We find in Alabama a tax of 
one per cent on the gross receipts of cotton pickeries and seed- 
oil mills ; and on the gross income of gas-works, water-works, 
electric-light companies, ferries, toll-bridges, public mills and 
gins, and cotton compresses. But as the tax is levied only 
after deducting the expenses for carrying on such business, 
the tax is really on net income. In Connecticut there is a tax 
of two per cent on the gross receipts of rolling-stock companies. 
In Kentucky we find a tax on the stock of turnpike companies 
at the rate of seven per cent on net dividends ; also a tax on 
gas companies and street railroads, as well as a "tax on city 
corporations," which is in reality simply a tax on coffee house 
licenses in Frankfort. In Louisiana there is a tax on the gross 
receipts of horse railroads. In Maine there is a similar tax, but 
with a graduated scale of one tenth of one per cent for every 
thousand dollars. In Massachusetts we find a tax of one 

1 Ala. Acts of 1889.no. 103; Ark. Laws of 1887, no. 128; Dak. Acts of 1889, 
chap. 120; Ga. Laws of 1888, no. 123, sec. 8, §3; Ind. Rev. Stat. (1889) §2120; 
Io. Rev. Stat. §§ 2023-2025; Mich. Gen. Stat. § 1228; N. J. act of April 18, 1884, 
§ 2; N. Y. Laws of 1881, chap. 361 ; Pa. act of June 7, 1879, sec. 7. 

2 Tenn. Code, sec. 617. s Va. Laws of 1883-84, chap. 450, sec. 22. 
* Mo. Rev. Stat. § 6,899; Ga. Laws of 1889, p. 34. 
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twentieth of one per cent on the capital stock of mining com- 
panies (for the purpose of coal mining or extracting carbonaceous 
oils). If the company is incorporated in the state the tax is four 
per cent on the net profits. We find in Massachusetts also, a 
"gas commissioners tax" on the gross earnings of gas compa- 
nies; a "gas-light companies tax" on the appraised valuation of 
their property to defray the expenses of the gas-meter inspec- 
tors ; and a tax of one quarter of one per cent on the monthly 
dues (excluding fines and premiums) paid by shareholders of cor- 
porations, saving-fund and loan associations. In Michigan there 
is a special tax on mining, smelting and refining companies of 
seventy-five cents per ton of copper, one cent per ton of iron 
and five mills per ton of coal obtained. But the real estate of 
mining companies is taxed only on the excess over six hundred 
and forty acres. There is also a tax of two per cent on the 
gross receipts of special freight lines or car-loaning companies, 
and a like tax on the gross receipts of surety and guaranty com- 
panies. In New Hampshire there is a tax of one per cent on 
the stock of building and loan associations, and a like tax on 
the capital and deposits of trust companies and similar corpora- 
tions. In New Jersey there is a tax of eight tenths of one per 
cent on the gross receipts of oil or pipe-line companies, and a 
tax on gas and electric-light companies of one half of one per 
cent on gross receipts and five per cent on dividends in excess 
of four per cent. In New York we find a "pool tax" on racing 
associations, — five per cent of the gross receipts for admission. 
In Pennsylvania, electric-light, street passenger railway, pipe-line, 
slack water navigation, canal or other transportation companies 
pay eight tenths of one per cent on gross receipts, in addition to 
the general corporation tax. In Rhode Island there is a tax of 
one quarter of one per cent on the deposits of trust companies. 
In Vermont we find a tax of one per cent on the deposits of 
trust companies, and of two per cent on the gross receipts of 
steamboat, car and transportation companies (other than rail- 
roads) incorporated in the state. In Virginia, steamship com- 
panies and transportation companies in general are taxed on 
their property and also at the rate of one per cent on their 
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income. 1 Finally, in some of the southern commonwealths, 
license fees or "privileges" are imposed on corporations follow- 
ing certain specified lines of business. 

The third movement away from the property tax noted above 
on page 275 has been the introduction of a tax applicable to all 
corporations in general. We come thus to 

8. The General Corporation Tax. 

Here again Pennsylvania took the lead. In that state the 
tax is far older than might be imagined from its recent intro- 
duction into other commonwealths. We have already seen that 
in 1824 Pennsylvania imposed a tax on the net dividends of 
banks. In 1836 the tax was extended to iron companies, at the 
rate of eight per cent on all dividends exceeding six per cent. 2 
In this provision can be seen the germ of the later laws. The 
first general corporation tax was imposed in 1840. The law 
provided that "banks and all corporations whatever" which 
declared a dividend of one per cent, should pay " in addition to 
all present taxes " one half mill for each one per cent of divi- 
dend. 3 In 1844, however, an act was passed which sketched in 
broad outline the path of future development. According to 
this law all domestic corporations which make or declare a 
dividend or profit of at least six per cent, pay a tax on capital 
stock of one half mill for each one per cent of dividend. But if 
the dividend is less than six per cent, the tax is three mills on 
the dollar. 4 This law continued until the act of 1859. Thence- 
forward the three mill tax was paid only if no dividend was de- 
clared. In case of any dividend (not as before a six per cent 
dividend) the tax was one half mill on the capital stock for each 

1 Ala. Code, sec. 454, § 5; Ky. Rev. Stat. chap. 92, art. 4, §§ 1, 3; Me. Rev. Stat, 
title I, sec. 47; Mass. Pub. Stat. chap. 13, sees. 24, 43 and chap. 61, sec. 7; also Acts of 
1882, chap. 106, sec. 4, and 1885, chap. 314; Mich. Gen. Stat. §§ 1187, 1226, 1229 
and Pub. Acts of 1885, no. 195; N. H. Laws of 1889, chaps. 12 and 55; N. J. law of 
April 18, 1884, § 2; N. Y. Laws of 1887, chap. 479; Pa. law of June 1, 1889, sec. 23; 
R. I. Pub. Stat. chap. 27, sec. 4; Vt. Acts of 1882, no. 1, sec. 25; Va. Laws of 1883- 
84, chap. 450, sec. 22. 2 Laws of 1836, no. 194. 

8 Laws of 1840, no. 232, p. 612. * Laws of 1844, no. 318, § 33. 
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one per cent of dividend. 1 In 1864 it was provided that cor- 
porations not paying to the state a tax upon dividends should 
pay three per cent on net earnings. 2 The consolidated act of 
1 868 excepted from the general corporation tax only banks, sav- 
ings institutions and foreign insurance companies (all of which 
were separately taxed), but imposed a tax of three per cent on 
the net earnings or income of all corporations, except those 
liable to the tonnage tax, i.e. the transportation companies. 3 

The important feature of the law of 1 868, however, was that 
the corporation tax was now made applicable to all companies 
incorporated or doing business in the state, i.e, to foreign as 
well as to domestic corporations. Only from 1868, therefore, 
was the Pennsylvania tax a general corporation tax. The gen- 
eral law of 1874 made no change except in respect to transpor- 
tation companies, as mentioned above, 4 and with the further ex- 
ception that coal companies were to pay a franchise tax of three 
cents per ton transported. 5 In 1879 the line of division in the tax 
was again drawn at dividends of six per cent. That is, the prin- 
ciple of the law of 1859 was abandoned and that of 1844 rein- 
stituted. Limited partnerships, except those organized for 
manufacturing or mercantile purposes, were put on the same 
footing as corporations, and the tonnage tax on coal companies 
was limited to 1881, after which it was to cease. A loan tax of 
four per cent was imposed, applicable also to the bonds of 
corporations. 6 In 1885 this tax was reduced to three per cent, 7 
and in 1889 the present amendments were adopted. 

Under the law as it now stands in Pennsylvania, 8 the " tax on 
corporation stock" applies to all corporations, joint stock asso- 
ciations and limited partnerships, except banks and savings 
institutions, foreign insurance companies, and manufacturing 
companies organized exclusively for manufacturing purposes and 
actually carrying on manufacturing within the state. But cor- 
porations engaged in the manufacture of malt and spirituous or 

1 Laws of 1859, no. 523, p. 529. 2 Laws of 1864, p. 218. 

3 Laws of 1868, no. 69, §§ 4 and 6. * Page 288. 

6 Laws of 1874, no. 31. 6 Law of June 7, 1879. 

7 Law of June 30, 1885. 8 Law of June 1, 1889. 
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vinous liquors, and such as enjoy and exercise the right of emi- 
nent domain, are not included in this exception. The rate is 
one half mill for each one per cent of dividend, if dividends 
amount to six per cent, and three mills when dividends are less 
than six per cent. If any profit has been added to the sinking 
fund, it is treated as if it had been devoted to dividends, unless 
it is set apart expressly for the payment of debts. In addition 
to this tax on corporation stock, there is a nominal tax of three 
per cent on the net earnings of private bankers and brokers, 
unincorporated banks and all corporations except those liable to 
the previous tax or to the tax on gross receipts. The only cor- 
porations which would be liable under this provision are banks 
and manufacturing corporations. But manufacturing corpo- 
rations, with the exceptions just noted as liable to the tax on 
corporation stock, are now expressly exempt from all taxation ; 
and banks, by electing to pay six mills on the par value of their 
capital stock, may be exempt from all other taxation except on 
their real estate. Thus the net earnings tax does not apply to 
corporations at all. Finally, the " tax on loans " exacts three 
mills on the dollar of all mortgages, debts, shares of stock in 
banks, trust companies, etc., and on all public loans (except those 
of Pennsylvania and the United States). It has been judicially 
decided that the tax is unconstitutional when applied to mort- 
gages held by or in the hands of corporations. 1 This decision 
has lately been formulated into the law that corporations and 
associations liable to the capital stock tax shall not be required 
to pay any further tax on mortgages, bonds or other securities 
belonging to them and which constitute any part of their assets 
included within the appraised value of their capital stock. But 
if thay hold these bonds in a fiduciary capacity they are liable. 2 
On the other hand so much of the tax as is imposed on the 
loans made by corporations, i.e. on corporate obligations, has 
been upheld by the courts. 3 The treasurers of corporations 
therefore pay the tax on all bonds or obligations issued by the 
corporations which are held by residents, and then deduct the 

1 Fox's Appeal and Sanderson's Appeal, 112 Pa. Stat. 337. 2 Act of J 889, § 21. 

8 Commonwealth vs. Delaware Division Canal Co., 123 Pa. 594. 



No. 2.] THE TAXATWW OF CORPORATIONS. 301 

tax from the amount of interest due. It is to be noticed that 
Pennsylvania taxes public as well as private corporations. 

In addition to Pennsylvania the general corporation tax is 
found only in New York ; although in Massachusetts and New 
Jersey there is a general tax on domestic corporations, and in 
three other cases, viz., Alabama, Illinois and Maryland, there is 
what may be called in one sense a general tax on corporations. 

In New York the general corporation tax came later. Not 
until 1 880 was a law passed which was based on the Pennsyl- 
vania act. The tax 1 is declared to be a tax on the corporate 
franchise of all corporations, joint stock companies or associ- 
ations, except savings banks and institutions for savings, fire 
and marine insurance companies, banks, foreign insurance and 
banking companies, agricultural and horticultural companies, 
and manufacturing and mining corporations wholly engaged in 
carrying on manufacturing or mining in the state. But gas 
and trust companies, and electric or steam heating, lighting 
and power companies are not included in the exception ; while 
banks, fire and marine insurance companies, and foreign in- 
surance companies, are separately taxed. So that the only 
companies exempted from taxation are domestic life insurance 
companies, agricultural and horticultural companies, and manu- 
facturing and mining corporations with the exceptions noted. 
The rate is just one half that of the Pennsylvania tax, i.e. one 
quarter mill upon each dollar of the capital stock for each one 
per cent of dividends which amount to at least six per cent. 
For less dividends the tax is one and a half mills. An exception 
is made in the case of hotel companies. If their dividends are 
less than six per cent, the tax is assessed on the excess of the 
capital stock over the assessed valuation of the real estate. 2 
Corporations subject to the tax are exempted from all further 
state taxation except on their real estate. But they are liable 
to local taxation on their whole property, both real and personal, 
according to the primitive methods. The additional taxes on 

1 Laws of 1880, chap. 542 : amended by laws of 1881, chap. 361 ; 1882, chap. 151 ; 
1884, chap. 353; 1885, chaps. 359 and 501; 1886, chap. 679; 1889, chap. 353. 

2 Laws of 1886, chap. 592. 
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other corporations have been described under the appropriate 
heading. 

In Massachusetts the general corporation tax dates from 
1864. In 1863 indeed, a law was passed taxing dividends paid 
by corporations to non-resident stockholders. 1 But this was 
pronounced unconstitutional, 2 and was replaced by the law 
virtually now in force. 3 The tax is declared to be levied on 
the corporate franchise of all domestic corporations except 
banks and coal and mining companies, which are separately 
provided for. The tax is imposed on the market value of the 
shares of the capital stock, deducting the value of the real 
estate and machinery, which are locally taxable. The rate is 
determined by an apportionment of the whole amount to be 
raised by property taxes in the commonwealth during the year, 
upon the aggregate valuation of all the towns and cities for the 
preceding year. Every municipality is then credited with the 
proportion of the tax represented by the number of shares held 
by residents of that place. The commonwealth then retains 
only that proportion of the tax which corresponds to the stock 
of non-residents. In the case of railroads, which are also taxed 
under this general law, only such portion of the valuation of the 
stock is taken as is proportional to the length of that part of 
the road lying within the commonwealth. A very important 
point to be noticed is that in Massachusetts the tax applies only 
to domestic corporations, not to foreign corporations as in New 
York and Pennsylvania. Foreign corporations are taxed only 
on their property locally owned. Massachusetts therefore has 
in reality no general corporation tax. 

In New Jersey the tax on " miscellaneous corporations " dates 
from 1884 and is described as a "license for the corporate fran- 
chise." It applies to all corporations except railroads and canals 
(both of which are taxed separately), banks, religious, charita- 
ble or educational associations, and manufacturing or mining 
companies which carry on business in the state. Certain classes 
of corporations, as stated above, are taxed under this law in a 

1 Mass. Laws of 1863, chap. 236. a 11 Allen, 268. 

3 Laws of 1864, chap. 208; 1865, chap. 283. Cf. Public Stat. chap. 13. 
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special manner, i.e. on receipts, premiums and dividends. These, 
it will be remembered, are telegraph, telephone, cable, express, 
gas, electric-light, insurance, oil and pipe-line companies. All 
others pay a yearly " license fee " or tax of one tenth of one per 
cent on the capital stock. 1 Here again the tax applies only to 
domestic corporations, except in the case of insurance compa- 
nies. It is to be borne in mind that railroad companies are not 
included in this tax on miscellaneous corporations. 

In Maryland the " tax on incorporated institutions " dates 
in one sense from 1841. In that year all domestic corpora- 
tions which declared dividends were required to return the 
stock owned by non-residents, and to pay the state general prop- 
erty tax thereon to the collector of the place where the corpora- 
tion or its chief office was situate. 2 In 1 842 this obligation was 
extended to resident stock. 3 In 1847 the corporations were 
required to pay the state tax on capital stock, whether or not 
they had earned dividends. The county tax was still collected 
from the shareholder. 4 Early in the seventies the system was 
slightly changed ; 6 in 1 878 the present method was intro- 
duced, and the office of tax commissioner created. The tax 
is levied on the capital stock or, if there be none, on the 
property and assets of all corporations incorporated or doing 
business in the state, and of all joint stock companies doing 
business in the state, except steam railroads and savings institu- 
tions, both of which are taxed separately. Deductions are made 
from this valuation for the assessed value of real property (sep- 
arately taxed), for the capital invested in property which already 
pays taxes, for the non-taxable securities held and, in the case 
of building associations, for mortgages on taxable property. 
The rate is the common rate of the general property tax. The 
corporations pay on only so much of the stock as is owned by 
residents of the state. 6 In addition to this tax, corporations are 
also required to pay the general property tax on all interest- 

1 N. J. act of April 18, 1884. 2 Md. Laws of 1841, chap. 23, § 17. 

8 Laws of 1842, chap. 281 ; Supplement, 1843, chap. 289. 

4 Laws of 1847, chap. 266, § 5. 

6 Laws of 1872, chap. 90; 1874, chap. 483, §§ 83-87, 145-148. 

6 Md. Pub. Gen. Laws, art. 81, sees. 84-85, 141-144. 
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bearing bonds, certificates or evidences of debt, owned by 
residents. The tax is deducted from the interest due the 
bondholders. This law dates from 1847, but is now applicable 
only to such of the bonds as are owned by residents of the state. 1 
The corporation taxes in Maryland therefore have only a very 
limited scope. 

In Illinois all corporations except railroads (which are sepa- 
rately taxed) and manufacturing, newspaper and stock-holding 
companies are assessed on the excess of their capital stock and 
debt over and above the value of their tangible property. But 
the capital stock tax is regarded as a part of the general prop- 
erty tax, and figures among its receipts. 2 

Finally, in Alabama there is a tax at the rate of the property 
tax on the capital stock of all corporations, companies or asso- 
ciations, except such stock as is invested in property already 
taxed. As a result of this exception the proceeds are very 
insignificant. There is also a tax, dating from 1866, on the 
dividends of all corporations doing business in the state. The 
dividends, however, are simply classed as personal property and 
hence the tax yields almost nothing. 3 There was formerly also 
a tax on the incomes of corporations. 4 But this seems to have 
been rarely assessed. 

It may also be mentioned that Virginia had a general corpora- 
tion tax for a short period. In 1843 a tax of two and a half per 
cent was imposed on the dividends of all corporations, except as 
to the stock held outside of the state. In 1846 the tax was 
reduced, and was then allowed to disappear. During the Civil 
War a tax was imposed on steamboat companies and "com- 
panies of a similar character." This law defined capital as 
stock subscribed, money deposited, and bonds, certificates and 



1 Md. Pub. Gen. Laws, art. 81, sees. 87-88. Cf. Laws of 1847, cha P- 266 > § 9- 

2 111. Rev. Stat. (1889), chap. 120, sec. 3, § 4. 

8 Ala. Code, sec. 453, §§ 9, 12. Cf. law of Feb. 22,. 1866, § 2; Dec. 31, 1868, 
§ 12; March 6, 1876, chap. 3, § 5. 

4 Laws of Feb. 19, 1867 (sec. 3), March 19, 1875 ( sec - n ) and Marcn 6, 1876 
(sec. 4) imposed an income tax on persons, which was held to incluile corporations. 
64 Ala. 277. The tax was abolished in 1884. 
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other evidences of debt. The tax was thus really one on stock 
plus total indebtedness. 1 

We see then that only in Pennsylvania and New York is 
there a general corporation tax applicable to foreign as well as 
to domestic corporations. In Maryland the corporation tax, 
although nominally applicable to foreign corporations, is in 
reality levied almost exclusively on domestic companies. In 
the other cases, the law applies in terms only to domestic cor- 
porations. In Maryland and Massachusetts, again, the tax is 
really a general property tax on shares of stock, paid by the cor- 
poration. The important questions that have arisen in connec- 
tion with these points will be discussed in the following essay. 

A mistake often made is that of confounding with the corpo- 
ration tax what may be called the tax on corporate charters. 
This is in reality a license fee charged for the privilege of in- 
corporation or of increasing the capital stock. It is generally 
a lump sum proportioned to the amount of the capital or a per- 
centage on the stock. The tax is found in nine commonwealths, 
most of which already possess a corporation tax proper. In 
Connecticut it is called the "tax on corporate franchise," 
although it is quite unlike the corporate franchise taxes in 
other commonwealths. It applies only to foreign corporations 
seeking a charter in the state. In Maine it is called the "tax 
on new corporations;" in Missouri, the "corporation tax" or 
the " tax on corporations incorporating ; " in New Hampshire, 
" charter fees ; " in New Jersey, the " tax from certificates of in- 
corporation ; " in New York, the " organization of corporations 
tax," although payable also on subsequent increase of the capital 
stock ; in Pennsylvania and Rhode Island, the " bonus on char- 
ters ; " in West Virginia, " license tax on charters and certifi- 
cates of corporations." Here, however, it is paid annually. 2 

1 Va. Laws of 1842-43, p. 10, § 11 ; 1845-46, p. 7, § 5; law of Mar. 28, 1865, § 6. 

2 Conn. Gen. Stat. sees. 1912-1916 ; Me. Rev. Stat. chap. 48, sec. 18, and Public 
Laws of 1887, chap. 90 ; Mo. Const, art. 10, sec. 21, also Rev. Stat. sec. 2493 ; N. H. 
Gen. Laws, chap. 13, sec. 5 ; N. J. Public Laws of 1883, p. 62 and Supplement Rev. 
Stat. p. 149 ; N. Y. Laws of 1886, chap. 143 ; Pa. Laws of 1868, sec. 15, p. 113; 
Laws of 1874, sec. 44, p. 107 ; R. I. Pub. Stat. chap. 27, sec. 15 ; W. Va. Code, 
chap. 32, sees. 86-92, as amended by Laws of 1887, chap. 29. 
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These taxes have really nothing in common with the corporation 
taxes properly so called. 



III. Principles of the Tax. 

The summary just presented is supposed to be exhaustive. 
At all events it is ample to show the chaos of principle in which 
the whole subject is involved. An analysis of the facts discloses 
no less than thirteen main methods of taxing corporations, not 
counting the various combinations of method which are practised 
in some states. The bases on which the tax is assessed are as 
follows : 

1. Value of the property, i.e. the realty plus the visible and 
invisible personalty. This was originally the universal method 
and it is still the practice in the great majority of cases. 

2. Cost of the property. This was the general rule as to all 
railroad companies in New Jersey from 1873 to 1876, and is still 
the rule in isolated cases. The same rule prevails to-day in New 
York in the local taxation of telegraph companies. 1 

3. Capital stock at par value. This is true of the general cor- 
poration law in New Jersey ; of mining companies in Massachu- 
setts ; and of banks and savings institutions in Pennsylvania. 

4. Capital stock at market value. This is true of the general 
corporation law in Massachusetts, and of corporations in New 
York and Pennsylvania where the dividends are less than six 
per cent. It was also true of railroads in Connecticut between 
1849 an d 1864. 

5. Capital stock plus bonded debt at market value. This is 
true of all corporations in Maryland (with certain restrictions) 
and of railroads in Georgia and Illinois. In the case of railroads 
in New Jersey and of other corporations in Illinois, only the 
surplus of this valuation over the value of the tangible property 
is made the basis of the tax. In Maryland only the surplus over 
the value of the real estate is taxable as capital stock. 

1 N. Y. Laws of 1853, chap. 597. 
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6. Capital stock plus total debt, both funded and floating. 
This is true of railroads in Connecticut. It was true of steam- 
boat companies and similar corporations in Virginia during the 
Civil War. 

7. Bonded debt or loans. This was true of railroads and 
canals in Virginia from 1872 to 1874. 1 It is true now of all cor- 
porations in Maryland and Pennsylvania. It is urgently recom- 
mended by the comptroller of New York. In all these cases, 
however, it is only supplementary to the tax on capital stock. 

8. Business transacted. This is true in several states of sav- 
ings banks taxed on their deposits ; of foreign banks in New 
York ; of trust companies in New Hampshire and Vermont 
taxed on deposits ; of insurance companies in Connecticut and 
Massachusetts taxed on the amount insured ; of telephone com- 
panies in Connecticut and Georgia taxed on the number of tele- 
phone transmitters ; of sleeping car companies in Georgia and 
Iowa taxed according to the number and mileage of cars ; of 
railroads in Delaware taxed on the number of locomotives and 
passengers ; of mining and smelting companies in Michigan 
taxed on tonnage. It was also true in Pennsylvania of railroads 
from 1868 to 1874, and of coal companies from 1868 to 1881, 
taxed on tonnage ; and of boom companies from 1870 to 1889 
taxed on the number of logs rafted. 2 

9. Gross earnings. This is true in most of the states of in- 
surance companies taxed on gross premiums, and of transporta- 
tion and other companies in a very large number of cases. 

10. Dividends. This is true of gas and electric-light com- 
panies in New Jersey, of turnpike companies in Kentucky and 
of corporations in general in Alabama. It was formerly true of 
banks and iron companies in Pennsylvania, and of banks and 
insurance companies in Ohio and Virginia. 

11. Capital stock according to dividends. This is true of all 
corporations in New York and Pennsylvania, when the dividends 



1 Va. Laws of 1872, chap. 385, § 8. 

2 One hundred dollars per hundred thousand logs rafted. Law of April 6, 1870, 
repealed bylaw of June I, 1889. 
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are at least six per cent. It was formerly true of banks in 
North Carolina. 

12. Net earnings. This is true of railroads in Delaware and 
Virginia ; of insurance companies in Alabama, Indiana, Maine 
and Nebraska ; of foreign insurance companies in Illinois, Mis- 
souri and New Jersey ; of express and sleeping car companies 
in Virginia ; of mining companies in Massachusetts ; of savings 
banks without capital stock in Pennsylvania ; and of gas-works, 
water-works, electric-light companies, ferries, toll-bridges, public 
mills and gins, and cotton compresses in Alabama. 

13. Franchise. This is true of a large number of cases. But 
the term franchise denotes nothing definite, as we shall see, and 
the value of the franchise is measured by each one of the pre- 
ceding twelve tests except that of property. 

So much for the existing confusion. It is plain that we are 
still groping in the dark and that no one method has yet com- 
mended itself to the American sense of justice and expediency. 
In the next paper we shall learn the judicial interpretation put 
upon these various methods, and shall attempt to analyze the 
situation from the economic point of view. That some change 
is imperative seems evident. Precisely what the change should 
be can be ascertained only after the most careful consideration. 
This is the complicated problem that confronts us. 

Edwin R. A. Seligman. 



